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PREFACE 


This brief study is an attempted appraisal of the factors that 
sustain the current prosperity. The strength, vitality, and dura- 
‘bility of these sustaining forces are indeed impressive. There 


is little evidence to support either the view that a depression is 


_ inevitable or that boom conditions can be perpetually maintained. 


Absolute stability even on a high plane of prosperity is neither 
possible nor desirable. The economy has become so progressive 


) and changing that a dynamic, moving equilibrium with some 


~ moderate fluctuation is perhaps the most or best to be expected. 


Nevertheless, this diagnosis of the forces supporting the current 
prosperity tends to confirm the prevailing attitude toward the 


high level trend of at least cautious optimism. 


Atpon S. LANG 


Baylor University 
Waco, Texas 
December, 1954 
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SALIENT FACTORS SUSTAINING PROSPERITY 
I. INTRODUCTION. 


There is an irresistible temptation to indulge in the favorite 
year-end pastime of appraising the vitality and durability of the 
continuing high level current prosperity. The salient factors 
which sustain this prosperity should, of course, be constantly and 
carefully scrutinized. Prominent among these factors are an 
economic and political climate favorable to an expanding market, 
certain recognized dynamic growth factors presently operative 
in the economy, and the important role played by management 
and government in maintaining a healthy free market. An aware- 
ness of the dynamic forces which brought about the significant 
transition from scarcity to abundance should fortify attitudes 
and spirit which are essential to efficient mass production and 
efficient distribution in an expanding free market. Broadly speak- 
ing, the modern era has thus far been an age of revolutions 
which in addition to numerous wars has witnessed the Renaissance, 
the emergence of modern national states, the Commercial Revo- 
lution, the Religious Reformation and the Industrial Revolution. 
These revolutionary developments epitomize the transition to the 
complex modern market economy. 

As long as man embraced the philosophy of asceticism and 
looked upon money-making and the accumulation of wealth as 
either unworthy or sinful, scarcity and economic stagnation per- 
sisted. The rejection of the ascetic philosophy of life brought 
about a complete revolution in the prevailing attitudes toward 
work and wealth. The new order proclaimed the nobility of labor 
and admonished man to work diligently, produce abundantly and 
strive to live in a state of affluent moderation. An ever-increasing 
quantity and variety of worldly goods is now looked upon not as 
the end, but as the means to a better life. This change in attitude 
toward work and wealth was prerequisite to the establishment of 
the highly productive free market economy. The continued health 
and vitality of the entire economy depend upon the maintenance 
of an attitude which regards wealth as man’s servant in his quest 
for noble ends. 


II. Dynamic Factors OF AN EXPANDING MARKET. 


The continued stability and orderly progress of the American 
economy with its relatively free market are related in a positive 
way to the prevailing political and econgmic climate of the country. 
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A climate of freedom and objectivity is conducive to voth inde- 
pendent thinking and productive activity. Among the dynamic 
factors which have been significant in creating and sustaining this 
positive climate and the vast American market are the relative 
freedom of enterprise, the exercise of private business decision, 
the guarantee of basic liberties, the bountifulness of natural 
resources, the spirit of competition, the genius of management, the 
industry and efficiency of labor, the ambition and inventiveness 
of our citizens, and religious faith. While each of these factors 
is important, an all-pervasive climate of freedom is stressed as 
the primary ingredient in the American economic success formula. 

Far-reaching institutional changes have occurred in the Ameri- 
can economy which currently serve to bolster and sustain a high 
level of production and distribution. Among the institutional 
changes that contribute to the stability of the economy are an 
improved and more stable banking and monetary system, the 
insurance of bank deposits, the widespread prevalence of amort‘zed 
mortgages,! often with government insurance or guarantees, public 
-and private pension systems, and expanded social security. 

While growth and expansion of the American market in recent 
years have been phenomenal there are present in the economy 
today potent forces to support continued further growth and 
expansion. Prominent among these forces are the current rapid 
rate of increase in population and the changed outlook for its 
continued growth and high mobility. These forces have combined 
to contribute to the creation of new and expandiig markets. 


III. Poputation GrowtH AND MoBILity 


Population estimates for the United States have had to be 
revised upward and are expected to reach 165 million by 1955, 
175 million by 1960 and 190 million by 1965. This will mean 
the addition of 24 million people during the decade of the fifties.’ 
The bumper baby crop has brought a sharp increase in the deman* 
for baby goods and accentuated the sustained high demand for new 
houses. Moreover, an increasing population means a growing 
labor force and the necessity for providing additional jobs. But 
because of the low birth rates in the thirties and the recent and 
current high birth rates, the number of new consumers will in- 
crease far more, proportionately, than will the number of laborers. 


1Economic* Report OF THE PRESIDENT, January, 1954, pp. 63-64. 
2THE YEARBOOK OF AGRICULTURE, 1954. The United States Government 
Printing Office, The United States Department of Agriculture, p. 295. 
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During the next several years relatively fewer people in the labor 
force will be called on to produce the goods and services required 
by more and more youngsters and persons over sixty-five. Because 
of these factors the greatest boom of our history has been pre- 
dicted for the period of the sixties and early seventies when the 
babies of the forties and fifties will be maturing and marrying 
and having their own families. 

Certainly the rapid increase in population has been an important 
factor in sustaining the high level of business activity. However, 
it should be recognized that a growing population is no guarantee 
of prosperity. Quite the opposite has been the result in certain 
other lands, particularly in the Orient. As long as population is 
not in excess of the optimum—by which is meant the ideal number 
in relation to resources and capital—its increase tends to raise 
national per capita production and income. Because of the relative 
abundance of natural resources, technological development, avail- 
able capital in relation to labor, and able management, increasing 
per capita production and income have accompanied increasing 
population in this country. The recent increases in population 
have occurred chiefly in the states of Washington, Oregon, Cal'- 
fornia, Nevada, Utah, New Mexico, Arizona, Texas, Louisiana 
and Florida. 


The postwar population shift to the suburbs is explained by 
the severe postwar housing shortage which could be relieved onl: 
by mass housing developments. These required large areas o¢ 
relatively inexpensive land, which is most frequently available 
outside the city limits. The rising income levels and high birth 
rates are other factors underlying the movement to the sub:irbs. 
The important thing about these suburban developments is that 
they are growing faster than the metropolitan areas, which them- 
selves have been growing faster than the rest of the country. 
One-fifth of the American population moves to a new location 
annually. This high mobility coupled with a 30 million increase 
in population since 1940 provides a powerful undergirding force 
for construction, production and marketing.* It is estimated that 
one of every eight non-farm jobs today is found in either Cali- 
fornia or Texas.5 


3U. S. Bureau of the Census, StatisticAL ABSTRACT OF THE UNITED 
States: 1954, (Seventy-fifth edition.) Washington, D.C., p. 4. 
4Ibid., pp. 14-40. 


SEconomic Letter, Vol. 3, No. 11, November 15, 1954, Published monthly 
by First National Bank in Dallas. 
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The impact of a population increase on jobs and markets is 
indicated by a recent study of the United States Chamber of 
Commerce entitled, “What New Industrial Jobs Mean to a Com- 
munity.” This study shows that for every 100 new factory jobs 
there are 74 jobs created in retailing, professional and other 
enterprises. Each 100 jobs means 296 more people, 112 more 
households, 51 more school children, nearly $600,000 of additional 
income and an estimated $360,000 in retail sales. This expansion 
in markets is strengthened by the new housing legislation, the 
high rate of savings, and the pientiful supply of mortgage money 
with low down payments and long pay-off periods. Since 1945 
more than one family in every five has moved into a new house, 
an achievement never before attained. The number of family 
units is increasing even faster than population.© The market has 
been greatly expanded by the growth and increasing prosperity 
of the population. In this connection the marked relative increase 
in the number of middle bracket incomes after taxes is especially 
significant. Here both the size of the family income and the 
propensity to consume are high.” 

The growth and movement of population will have far-reach- 
ing effects on consumer expenditure patterns in the foreseeable 
future. Over one million housing units were started each year 
during the period from 1947 through 1953.8 This together with 
the realization that, since 1950, the number of units started has 
out-distanced the number of new family formations, has sug- 
gested the conclusion that we are over-building, and that the 
current rate of construction cannot be maintained. 

The more careful analysis of population trends has led the 
research staff of the Joint Committee on the Economic Report 
to the conclusion that 9.7 million additional dwelling units will be 
needed in the period 1953 through 1960. These will be required 
for the expanded population at the current occupancy rates, to 
maintain the existing number of dwelling units (assuming an 
average service life of 75 years), to replace losses through disaster 
and to remove temporary housing by eliminating at least half of 
the housing which is substandard. The enlarging population also 
presents opportunities for investment in new commercial centers, 
factories, and production equipment, and it brings urgent de- 


6Savincs AND Loan Fact Book, 1954, United States Savings and Loan 
League, p. 32. 


7Ibid., pp. 308-309. 
8NEwswEEK, Vol. XLIV, No. 22, November 29, 1954, p. 89. 
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mands for new public facilities, such as schools, highways, and 
hospitals. 


A. Rising Educational Level. 


The American market is changing in other respects that are 
worthy of consideration. For one thing, the educational level of 
the people of the United States is rising. It is now common knowl- 
edge that both the income which one can command and the quantity 
and range of goods demanded tend to increase with the level of 
education and training. 


B. School Enrollment Trends. 


Furthermore, actual and prospective increases in school enroll- 
ments are to be reckoned with. The enrollment in public schools 
for the current school year is about 29.6 million, up 20 per cent 
from that of the 1939-40 school year.2 By 1959-60 the school 
enrollment is expected to reach 36.2 million. To take care of the 
accumulated backlog of construction, the expected increase in 
enrollment, and the continuing depreciation of existing buildings, 
will require expenditures in the neighborhood of 19 to 20 billion 
dollars between 1952 and 1960. Just how the nation will meet 
the demand for expenditures of this magnitude is not entirely 
clear, but it is confidently predicted that our people will rise to 
the challenge and find the answer. 


C. Construction Trends. 


The fact that American industry takes a tremendous step for- 
ward each year will call for a further increase in the current stock 
of producers’ equipment and also for the building of additional 
productive capacity. Such fast-growing industries as petroleum, 
chemicals, and the electrical utilities require enormous amounts 
of equipment. Rising wage rates provide a further stimulus to 
mechanization ; and increased mechanization suggests the need for 
a still larger investment in productive equipment. Industry’s goal 
is new and better products. American industrial leaders realize 
that only by bringing out new and better products can they meet 
competition and attract the consumer’s dollar. 

In spite of some existing surpluses, a considerable investment 
will probably have to be made in agriculture if we are to feed, clothe, 
and provide the other farm products which our growing popula- 
tion will require. For every four persons sitting down to a meal 


9Ibid, p. 117. 
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in 1950, there will be a fifth person in 1975. The desire to increase 
or improve diets will encourage still further increases in produc- 
tion. Most of the additional production, the Department of Agri- 
culture maintains, must come from “building up” present acres. 
Only a fraction can come from opening up new land.!° 

Needed new highway construction and maintenance of exist- 
ing roads will call for other vast public works projects. It is now 
estimated that the cost of rebuilding and modernizing the high- 
ways of the country would cost around $100 billion. Costs of both 
highway construction and maintenance are up and highway usage 
has increased much more rapidly than was anticipated, causing 
additional deterioration that involves large expenditures.!! These 
are some of America’s needs and investment requirements. Whether 
these needs are satisfied depends to a large extent on the con- 
tinued willingness of individuals, governments, and businesses to 
consume, save, and invest. 


IV. Free Market Hazarps. 


The chief hazards to a free market are the threat of war and 
its handmaiden, inflation, the threat of depression, and the un- 
fortunate tendency to restrict the market by seeking special govern- 
mental assistance and market protection. In order to insulate the 
economy against depression the following policies for maintaining 
high level economic prosperity merit careful consideration: (1) 
the encouragement of continued high level employment, rising 
production and steady prices; (2) the combination of private and 
public effort still further to even out both seasonal and cyclical 
fluctuations in business activity; (3) the maintenance of a flexible 
monetary policy with reasonable elasticity without either inflation 
or deflation; (4) a budget policy aimed at surpluses in good times, 
deficits in depressions, and long-time debt reduction; and (5) a 
sound fiscal policy to help maintain a proper balance between 
public and private expenditures. 

Future economic trends will be favorably affected by vigorously 
maintaining large areas of competitive enterprise in a state of 
prosperity—even with government assistance if necessary. A rela- 
tively stable high level trend is supported by a battery of built-in 
business stabilizers including unemployment insurance, social se- 
curity and progressive individual and corporate tax rates. These 


10Supra, note 2, pp. 1-5. 
11Business WEEK, November 27, 1954, p. 28. 
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stabilizers aid business during downward trends by helping to 
sustain purchasing power and giving a measure of instant relief 
as earnings decline. A governmental policy is called for which 
inspires favorable expectations through sound, long-range and 
short-range planning, with well-chosen productive public works 
projects properly planned, well-timed and efficiently administered. 
Along with a flexible monetary and credit policy, proper considera- 
tion should be given to well-timed future tax reductions in lieu of 
increased expenditures to support falling markets. 

A third hazard is found in the apparently increasing American 
tendency to seek governmental favors whether they be subsidies, 
inordinately high tariffs, or guaranteed prices. Economic national- 
ism is extremely costly and should be discouraged since it forces 
uneconomic production. Behind high tariff walls or other barriers 
to trade, costs rise, foreign markets shrink, and the economy tends 
to become less flexible and less self-adjustable. The basic eco- 
nomic alternatives before this country are either to maintain a 
vigorous American competitive spirit and a willingness to face the 
cold winds of competition by vigorous production and selling, or 
to seek governmental protection. It is confidently believed that 
Americans may best further both their own and the national inter- 
est by choosing to emphasize the first alternative. 


V. Tue or MANAGEMENT. 


As a result of this power to tax and spend and control credit, 
government exerts the strongest single force for stability or in- 
stability of economic trends; but the important role which individ- 
ual businessmen and firms are privileged to play in preventing 
a boom-bust cycle is often overlooked.!? The well-informed busi- 
nessman recognizes that intelligent governmental fiscal and mone- 
tary policies create a favorable climate for business enterprise. 
Given a favorable climate, management may, for example, exercise 
a stabilizing influence through sound inventory control. A highly 
volatile item affecting short-run economic conditions is changes 
in rate of inventory accumulation or liquidation, which have signi- 
ficant repercussions throughout the economy and can precipitate 
or intensify either supporting or depressing trends. Likewise, a 
sound inventory policy which avoids both the accumulation of ex- 
cessive inventory and undue inventory liquidation exerts a highly 


12A. A. Berle, Jr.. THE TwentietH Century CapiraList REVOLUTION, 
New York: Harcourt, Brace and Co., 1954. 
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stabilizing influence. Management has successfully worked off 
the excessive inventories that were threatening prices early in the 
year 1954. 

Sales promotion to strengthen merchandising, advertising, and 
selling programs and product changes to meet market demands 
can build sales and resist cutbacks in production and distribution. 
New-line products offered at moderate prices may offset depressive 
anticipation of price cuts on old lines. The ingenious and pre- 
pared businessman is ever alert to turn out goods which people 
want at a price which consumers can afford and are willing to 
pay. 

VI. ConcLusion. 


Strong positive forces are presently pointing upward the cur- 
rent economic trend. Consumers are spending freely, and profits 
generally remain at satisfactory margins with a rising rate of 
dividends. Not only have excessive inventories been satisfactorily 
reduced in many important lines, but orders for goods are now 
also increasing. Production is accelerating with more jobs and 
more income, while construction shows no signs of slowing down. 
Can this strong trend be maintained? Yes, if both business man- 
agement and government properly perform their appointed roles 
with understanding, courage, and diligence. If history should 
repeat, there would, of course, be another depression. But fortun- 
ately, it is now more generally understood that the forces which 
will determine this fateful issue are, within reasonable limits, 
subject to human control. There is no economic or historic law 
foreordaining another depression. Intelligent and enterprising man- 
agement and governmental policy-makers are challenged to face up 
to this problem which they are capable of coping with successfully. 
The evidence does not warrant the conclusion either that de- 
pression is inevitable or that continuous boom can be perpetuated. 
Absolute stability at even a high level of prosperity is neither pos- 
sible nor desirable. Some moderate fluctuation in a highly dynamic 
economy such as this is both inevitable and desirable. However, 
this brief diagnosis of current economic trends suggests that there 
need be no severe depression. America is basically a healthy and 
growing nation whose prospects for the future, notwithstanding 
ever-present clouds on the horizon, have never been brighter. 
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